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purpose

MISSION STATEMENT

> The mission of First National Community Bancorp, _sn.,.. is to enhance the value of
its shareholders' investment by maximizing long-term earnings, and we intend to
accomplish this objective by offering the highest quality of service to meet the needs
of our most important asset, our loyal customer base. As a responsible member of
the community we take great pride in having a board of directors and senior manage-
ment with an interest in the community making the business decisions which affect
the operations of the company and the welfare of the community. The company,
and all individuals associated with our institution, will strive to maintain the high-
est ethical standards and exhibit leadership, integrity, enthusiasm and vision in the

pursuit of our mission.




[4°]

0s

6t

8t

e
ce
913
8l

FAS

14

£

[4

UONBILIOJU] 103SaAU]

L Fununoosy Jqnd
pa1a3siday 3uspuadapu] jo 1oday

Buruoday jersueury
IaAQ [013UCY) [BUIS3U]
uo woday s jusuiafeuriy

uti] fununosoy ognd
palasidsy yuapuadapuy jJo 110day

SJUSLAEIS [erDUeUL]
Do1BpI[OSuUC)) O3 SAION

SJUSWSIBIS [RIDURULY PIICPIOSUOD)
SI3DJO PUE 103NN JO pieog
afjoid ajerodio)

suonieradp jo synsay pue
UO[IpUO) [BIDUBUL] JO SISAJEUY
pue uolssnosic] s,juswadeuepy

EJE(] [EloUBUL] PaIosias
SISPIOUBIRYS 0] 91T

NOA 104 I 0 amy
‘fumuruion 104 i 0g SM

1BIRA INO

SWSYSIH [elouRUl

J9AOD JUOI] BPISU]  JUIWDIEIS UOISSIN

S1IN3JLINOD 40 378VL




FINANCIAL HIGHLIGHTS

(In thousands, except per share data)

AT YEAR END: 2006 2005 % Change
Total Assets $ 1.184.783 § 1,008,089 17.5
Net Loans 829,121 707,248 17.2
Tota! Deposits 920,973 750,666 22.7
Stockholders' Equity 96,862 84,419 14.7
FOR THE YEAR:

Net Interest Income before Provision for Credit Losses  § 35,482 3 30,950 14.6
Provision for Credit Losses 2,080 1.860 11.8
Other Income 4,897 3,904 254
Other Expenses 20,773 18,943 9.7
Income before Income Taxes 17.526 14,051 24.7
Provision for Income Taxes 4,017 2,826 42.1
Net Income $ 13,509 3 11.225 20.3
PER SHARE DATA:

Net income - basic(1) $ 1.10 $ 0.93 18.3
Net Income - diluted(1) % 1.07 3 0.90 18.9
Cash Dividends $ 0.48 $ 0.37 29.7
Book Value (1) (2} $ 7.89 $ 6.98 13.0
Weighted Average Shares Outstanding - basic (1) 12,281,925 12,100,305 ---
Weighted Average Shares Outstanding - diluted (1) 12,577,193 12,429,988 ---
SELECTED RATIOS:

Return on Average Assets 1.26% 1.18% 6.8
Return on Average Stockholders’ Equity (2} 15.30% 13.96% 9.6
Total Risk-Based Capital/Risk-Adjusted Assets 10.67% 11.29% (5.5)

(1) Earnings per share and book value per share are calculated based on the weighted average number of shares outstanding during each year. All share and per share

information includes the retroactive effect of the 10% stock dividend paid March 31,2006.
(2) Reflects the effect of SFAS Ne. 115 in the amount of $(70.000) in 2006 and $(524,000) in 2005.
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> We are pleased with our stock performance and the marketplaces'
understanding of our growth potential. We are always looking
for opportunities that will complement our current operations
and add value for our investors. Our goal is to provide a dividend
level that refects financial performance. At First National
Community Bancorp we focus on improving the ways we serve our

community. The benefits of this focus will be more growth for our

Company, increased value for our shareholders and the best banking

products for all our customers.
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> First National Community Bancorp is dedicated to the personal

success of every client. We offer a wide range of products and

POR BUS

services to help businesses of all sizes finance their growth and
expansion, reduce costs, improve efficiencies, and strengthen their
competitive positions — no matter how challenging the economic
environment or how complex the borrowing needs. We want to make

banking simple for lives that aren't.
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S U ccess

> At First National Community Bancorp, Inc., our Board of

S (N o) B RV

i o | I

Directors and Senior Management set the tone ... one which

is based on uncompromising integrity and ethical standards,

where partnerships are built on a platform of participation in

T community programs and by investing in people, businesses
SN .,,r... . f.,,. .r i i
,/.... N ,_, and organizations that provide a better future for everyone.
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Louis A. DeNaples ]. David Lombardi
Chairman of the Board President and Chief Executive Officer
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TO OUR SHAREHOLDERS conTINUED

> Key performance ratios also improved in 2006. Our Return on As-
sets increased from the 1.18% reported in 2005 to 1.26% while our
Return on Equity improved from 13.96% to 15.30%. Our net interest
margin improved from 3.64% to 3.73% while basic earnings per share
increased 18% to $1.10. We have grown from a small community bank
to the area's largest locally owned financial institution while main-
taining operating efficiencies and improving financial results. We are
personally connected to the communities we serve. We are your

community bank.

> Shareholders once again benefited from our strong performance. Cash
dividends were increased 30% from the prior year, and all shareholders
were rewarded with a 10% stock dividend paid March 31, 2006. The
impact of our performance translated to our shareholders through the
21% total return recognized on FNCB stock in 2006, after considering
dividends paid and market appreciation. We are delighted that you,
our loyal shareholders, have shared in our success. We thank you for

your continued support.

16

> As we look forward to 2007 and beyond, we realize that future suc-
cess begins with today's plans. To accomplish our mission, we are
expanding our presence in the Wayne County market and have secured
four locations in the Monroe County market for future expansion, with
our first entry into the market scheduled for later this year in down-
town Stroudsburg. We have added new technologies to improve effi-
ciencies and maintained a staff of officers and employees fully capable
of helping us to achieve our goals. We thank all members of the FNCB
family, including shareholders, customers, directors and employees.

We do it for
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

> The following financial review of First National Community Bancorp, Inc. is presented on a con-
solidated basis and is intended to provide a comparison of the financial performance of the company,
including its wholly-owned subsidiary, First National Community Bank for the years ended Decem-
ber 31. 2006, 2005 and 2004. The information presented below should be read in conjunction with
the company’s consolidated financial statements and accompanying notes appearing elsewhere in
this report.

> Summary

> Net Income totaled $13,509.000 in 2006 which was $2.3 million, or 20%. higher than the
$11,225,000 earned last year. The 2005 earnings were $1.9 miliion. or 21%. higher than the
£9,263,000 reported for 2004. Basic earnings per share increased 18% in 2006 from the $0.93 per
share reported in 2005 to $1.10. In 2005, basic earnings per share improved 19% from $0.78 in 2004
to $0.93. The weighted average number of shares outstanding used to calculate basic earnings per
share was 12,281,925 in 2006, 12,100,305 in 2005 and 11,858,448 in 2004.

> Total interest income improved $15.3 million in 2006, while total interest expense increased $10.8
millien, resulting in a $4.5 million increase in net interest income before the provision for credit
losses. Balance sheet growth and the positive impact of repricing on interest-sensitive assets and li-
abilities contributed to the improvement over the prior year. Income generated from service charges
on deposits and other sources of fee income increased $634.000 compared to the 2005 total. and
gains from the sale of assets were $259,000 higher than the previous year, resulting in a $1.0 mil-
lion increase in other income. Qperating expenses increased $1.8 million, or 10%, in 2006 and the
company increased the provision for credit losses by $220,000 to cover losses. Federal income tax
expense increased $1.2 million due to the improvement in pre-tax income.

> The improvement in earnings recorded in 2005 was due primarily to the $5.7 million increase
in net interest income before providing for credit losses, as balance sheet growth and interest rate
increases had a positive impact on earnings. Income from service charges and fees also increased
$511.000 over the 2004 level, but a $1.4 million decrease in gains on asset sales. a $1.5 million
increase in operating expenses and a $460,000 increase in the provision for credit losses offset a
portion of the 22% increase in operating income. Federal income tax expense increased $830,000
due to the increased earnings.

> The company's return on assets for the years ended December 31, 2006, 2005 and 2004 was

1.26%, 1.18% and 1.08%, respectively while the return on average equity was 15.30%, 13.96% and
12.86%.

18 FIRST NATIONAL COMMUNITY BANCORP, INC. AND SUBSIDIARIES

> Net Interest Income

> Net interest income, the difference between interest income and fees on earning assets and inter-
est expense on deposits and borrowed funds, is the largest component of the company's operating
income and as such is the primary determinant of profitability. Changes in net interest income oc-
cur due to fluctuations in the balances and/or mixes of interest-earning assets and interest-bearing
liabilities, and changes in their corresponding interest yields and cests. Before providing for future
credit losses, net interest income increased $4,532,000 in 2006 due to growth in loans and deposits
and the positive effect of the spread earned on interest sensitive assets and liabilities. Changes in
non-performing assets, together with interest lost and recovered on those assets, also impact com-
parisons of net interest income. In the following schedules, net interest income is analyzed on a tax-
equivalent basis, thereby increasing interest income on certain tax-exempt loans and investments
by the amount of federal income tax savings realized. In this manner, the true economic impact on
earnings from various assets and liabilities can be more accurately compared.

> In 2006, tax-equivalent net interest income improved $4.8 million, or 15%, when compared to
the prior year. Growth of the balance sheet, effective asset-liability management strategies and the
positive impact due to repricing all contributed to earnings improvement.

> Average loans outstanding increased $101 million. or 15%. in 2006, The average yield earned on
the Yoan portfolio improved ninety-eight basis points. resulting in a $14.2 million increase in income
earned on total loans. Commercial loans provided the majority of the increase as balances grew $79
million, or 15%, and earnings improved $12.3 million, or 349, The significant growth in earnings
can be attributed to the velume of variable rate loans in the portfolio which benefited from rising
interest rates in 2006. Retail loans cutstanding increased $22 million in 2006, which represents a
16% increase. Earnings on retail loans improved $1.9 million, or 24%. The majerity of the increase
was generated from installment loans, including indirect auto loans, while income from residential
mortgage loans and home equity lending also improved.

> Average securities increased $15 million in 2006 as excess funds generated from the acquisition
of a community office were utilized in the investment portfolio. The increased balances combined
with a thirty-nine basis point improvement in the yield earned provided an additional $1.7 million
of interest income over the prior year. Money market balances decreased $7.6 million on average as
funds were utilized in higher earning assets. Earnings on this category of assets decreased $233,000
in 2006 due to the reduced balances.

>NET INCOME 8 in millions
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS GF OPERATIONS continueD

YIELD ANALYSIS
(in thousands-taxable equivalent basis}(1)

2006 2005 2004
Interest Average Interest Average Interest Average
Average Income/ Interest Average Income/ Interest Average Income/ Interest
Balance Expense Rate Balance Expense Rate Balance Expense Rate
ASSETS:
Earning Assets:(2}
Commercial loans-taxable $ 576.002 45,461 7.89% § 498,014 § 33343 6.70% $ 435,758 3 24.076 5.53%
Commercial loans-tax free 31.085 2,256 7.26 30,208 2,141 7.09 28,348 2.004 7.07
Mortgage loans 29,642 1,961 6.62 22,576 1.483 6.57 21,863 1.372 6.28
Installment loans 131,767 7,994 6.07 116.767 6.538 5.60 110,560 6,212 5.62
Total Loans 768,496 57.672 7.50 667.565 43,505 6.52 596,529 33,664 5.64
Securities-taxable 177.315 8,338 4.70 173,529 7.330 4.22 163,782 6,617 4.04
Securities-tax free 69,313 4,996 7.21 58,119 4.302 7.40 49,586 3,824 7.7
Total Securities 246,628 13,334 5.41 231,648 11,632 5.02 213.368 10.441 4.89
Interest-bearing deposits with banks 1,279 55 4.30 2,059 70 3.40 2,063 44 2.13
Federal funds sold 1,406 73 5.19 8.246 291 3.53 4,121 62 1.50
Total Money Market Assets 2,685 128 4.77 10,305 361 3.50 6.184 106 1.70
Total Earning Assets 1.017.809 71,134 6.99 909,518 55,498 6.10 816,081 44,211 5.42
Non-earning assets 59,947 52,003 49,980
Allowance for credit losses {7.873) {7,748) (6,848}
Total Assets $ 1,069,883 $ 953,773 3§ 859,213
LIABILITIES AND STOCKHOLDERS' EQUITY:
Interest-Bearing Liabilities:
Interest-bearing demand deposits § 254,065 6.453 2.54% $ 220,373 § 3,499 1.59% $ 163,826 $ 1,605 0.98%
Savings deposits 72,889 960 1.32 81,899 868 1.06 80,112 599 0.75
Time deposits over $100,000 162,559 7.143 4.39 126,855 3,863 3.05 99,584 2.102 211
Other time deposits 246,993 10,959 4.44 215,338 7.176 3.33 216,453 6.125 2.83
Total Interest-Bearing Deposits 736,506 25,515 3.46 644,465 15.406 2.39 559.975 10.431 1.86
Borrowed funds and other interest-bearing liabilities 159.714 7,671 4.80 152.748 6,951 4.55 148,309 6,529 4.40
Total Interest-Bearing Liabilities 896,220 33.186 3.70 797,213 22,357 2.80 708.284 16,960 2.39
Demand deposits 73.637 68.572 72,700
Cther liabilities 11,746 7,574 6,224
Stockholders! equity 88,280 80,414 72,005
Total Liabilities and Stockholders’ Equity $ 1,069,883 § 953.773 $ 859,213
Net Interest Income Spread $ 37.948 3.29% % 33.141 3.30% $ 27,251 3.03%
Net Interest Margin 3.73% 3.64% 3.34%

(1} In this schedule and other schedules presented on a tax-equivalent basis. income that is exempt from federal income taxes, i.e. interest on state and municipal securities, has been adjusted to a taxable equivalent basis using a 34% federal

income tax rate.
(2} Excludes non-performing loans.
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MANAGEMEMT'S DISCUSSION AND ANALYSIS OF FENANCIAL CONDITION AND RESULTS OF OPERATIONS convinueD

> Prior Year

> Inn 2005, tax-equivalent net interest income was $5.9 million higher than the 2004 total. Growth
of the balance sheet added $3.8 million to earnings in 2005 as the $5.2 million of income earned
on new loans and securities more than offset the $1.4 million cost of new depaosits and borrowings.
Loan growth added $4.1 million of income while new securities and money market assets provided
an additional $1.1 million. Interest expense increased $1.2 million due to deposit growth while ad-
ditional borrowings cost $200,000. Interest rate increases and repricing to current levels also had a
positive impact on earnings in 2005. The increased yield on loans resulted in a $5.7 million increase
due to rate while income from investment securities and money market assets increased $330.000
from the 2004 level. Interest expense was also impacted by rising rates but to a lesser extent, result-
ing in a $4.0 million increase in interest expense. Interest on deposits increased £3.8 million in 2005
while the cost of borrowed funds increased $227,000.

> Provision For Credit Losses

> The provision for credit losses varies from year to year based on management's evaluation of the
adequacy of the allowance for credit losses in relation to the risks inherent in the loan portfolio. In
its evaluation, management considers credit quality, changes in loan volume, composition of the loan
portfalio, past experience. delinquency trends, and the economic conditions. Consideration is also
given to examinations performed by regulatory authorities and the company's independent audi-
tors. The provision for credit losses was $2,080,000 in 2006, $1,860,000 in 2005, and $1.400,000
in 2004. The ratio of the loan loss reserve to total loans was .90% at December 31, 2006 and 1.05%
at December 31, 2005.

> Other Income

Other Income 2006 2005 2004
(in thousands}

Service charges § 2,645 $ 2.240 § 1929
Net gain/{loss) on the sale of securities (201) (250) 846
Net gain cn the sale of loans 240 210 499
Net gain on the sale of other real estate 297 14 25
Net loss on the sale of other assets (33 0 0
Other 1,919 1,690 1,490
Total Qther Income $ 4.897 $§ 3,904 $ 4,789

> The company's other income category can be separated into three distinct sub-categories; service
charges make up the core component of this area of earnings while net gains {losses) from the sale of
assets and other fee income comprise the balance,

> During 2006, total other income increased $1.0 million. or 25%. over the 2005 total due to im-
provement in all three components. Service charges improved $405,000, or 18%. due primarily to
a $364,000 increase in overdraft privilege fees. Income generated from the sale of assets increased
$359,000 compared to 2005. Securities were sold to reposition the portfolio for future benefits and
residential mortgages were sold to reduce the company's exposure to interest rate risk. Additionally.
a $297.000 gain was tecognized from the sale of several properties which were previously classified
as Other Real Estate Owned. Other fee income also increased $22%,000, or 13%, due to a $229,000
increase in fees recognized on outstanding letters of credit.

> In 2005, other income decreased $885,000 compared to the prior year due to a $1.4 miltion nega-

tive variance in income generated from the sale of assets. Income from securities sales decreased
$1.1 million to a $250,000 net loss in 2005 as rising interest rates led to portfolio restructuring
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which was projected to have a positive impact on future periods. Residential mortgage loan sales
to shed long-term interest rate risk centinued in 2005, but rising interest rates also contributed to
a $289,000 decrease from the prior year in this area. Service charge income improved $311.000. or
16%, in 2005 due to increased overdraft privilege fees and income from automated teller machines.
All other income improved $200,000 in 2005 due primarily to earnings from cur relationship with
INVEST Financial Corp. and check card processing.

> Other Expenses

Other Expenses 2006 2005 2004
(in thousands}

Salary expense § 8,494 § 7,775 $ 6,905
Employee benefit expense 2,090 1.877 1,787
Occupancy expense 1,626 1,676 1.556
Equipment expense 1,388 1,293 1,257
Directors fees 600 — 528 468
Advertising expense 705 706 650
Data processing expense 1,560 1,435 1,309
Bank shares tax 563 473 583
Other operating expenses 3.747 3,180 2,884
Total Other Expenses $ 20,773 § 18,943 $ 17,399

> In 2006, total other expenses increased $1.8 million, or 10%, from the prior year total. Employee
costs rose $932,000, which accounts for 50% of the increase, while data processing and shares tax
expense increased approximately $100,000 each. All other expenses increased $683,000, or 9%.
The company's overhead ratio, which measures non-interest expense as a percentage of average as-
sets, was 1.94% in 2006 compared to 1.99% in 2005, reflecting the stringent controls over expenses
in spite of the significant growth recorded during the year.

> Salary and benefit costs accounted for 51% of total cperating expenses in 2006. The $932,000
increase in employee costs includes a $719,000 increase in salaries and a $213.000 increase in em-
ployee benefits as new employees were added to support growth. The addition of the new commu-
nity office in Honesdale and higher contributions to the Employee’s Profit Sharing Plan and deferred
compensation plans also contributed to the increase. As of December 31, 2006, the company had
257 full-time equivalent employees on staff, an 8% increase over the 238 reported on December 31,
2005,

> Occupancy and equipment costs rose a mere $45,000 in 2006. The increase in all other operating
expenses includes a $135.000 increase in legal fees related to loan work-outs and branch expan-
sion.

> During 2005, total other expenses increased $1.5 million, or 9%, from the 2004 level. Employee
costs increased $960,000, or 62% of the total while occupancy and equipment costs rose $156,000,
All other expenses increased $428,000. or 28% of the total increase. The company's overhead ratio
was 1.99% in 2005 compared to 2.02% in 2004.

> Salaries increased $870,000 in 2005 including a $492,000 increase in regular salaries and a
$287,000 increase in expenses due to FAS 91 salary deferrals. The increase in regular salaries was
due to merit increases and staff additions while the additional FAS 91 expense reflects a decrease in
the number of loan closings recorded during the year and the deferred costs associated with the toan
closings. Stock based compensation and incentive compensation also added $91.000 to the salary
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS continutD

Mortgage-
Within 2-5 6-10 Over Backed No Fixed
One Year Years Years 10 Years Securities Maturity Total

U.S. Treasury securities § 499 5 503 $ iy $ 0 $ 0 $ 0 $ 1,002

Yield 4.23% 4.39% 4.31%
Obligations of U.S. government agencies 9,959 31,607 16,934 58,500

Yield 4.00% 5.23% 5.29% 5.04%
Obligations of state and political subdivisions (1) 9,438 65,987 75,425

Yield 6.74% 6.84% 6.83%
Corporate debt securities 979 1.589 17.510 20,078

Yield 4.50% 4,83% 6.29% 6.09%
Collateralized mortgage obligations 64,041 64.041

Yield 4.98% 4.98%
Mortgage-backed securities 43,315 43,315

Yield 4.89% 4.89%
Equity securities (2} 8,178 8,178

Yield 4.95% 4.95%
Total maturities & 499 5 11,441 $ 42624 $ 100,431 § 107,356 § 8,178 $ 270,539

Weighted yield 4.23% 4.06% 5.55% 6.48% 4.94% 4.95% 5.57%

{1} Yields on state and municipal securities have been adjusted to a tax-equivalent basis using a 34% federal income tax rate.

{2) Yield presented represents 2006 actual return.

> Loans

> Total loans increased $122 millien, or 17% in 2006 including $21 million acquired with a branch
purchase. Real estate loans again contributed significantly to the growth, as evidenced by the $88
million increase in this segment of the portfolio. Cornmercial mortgages provided $49 million of
the growth in 2006 while residential mortgage balances increased $10 million. home equity lending
added $6 million and other real estate secured loans increased $23 million. The growth in residential
mortgage loans was recorded after accounting for the sale of over $15 million of loan balances in
2006 to reduce the company's exposure to interest rate risk and to secure funding for additional loan
griginations. Installment loans outstanding increased $7.6 million due to growth in the company's
indirect lending portfolio. Other commercial loan balances increased $25 million during the year.

> Details regarding the loan pottfolio for each of the last five years ending December 31 are as follows:

Loans Outstanding (in thousands)

2006 2005 2004 2003 2002
Commercial and Financial $ 157.837 § 132,838 % 130,937 $ 132,319 % 115,651
Real Estate 567.030 478,582 402,792 337.423 294,864
Installment 80,770 73,217 69,027 66,981 63,258
Other 31.591 30,139 30,136 22.052 20,343
Total Loans Gross 837.228 714.776 632,892 558,775 494,116
Unearned Discount {569) 0 O ] 0
Allowance for Credit Losses (7.538) {7.528) (7.100) (6,578) (6.140)
Net Loans $ 829121 & 707,248 $§ 625,792 $ 552,197 3 487,976

24 FIRST NATIONAL COMMUNITY BANCORP, INC. AND SUBSIDIARIES

> The following schedule shows the repricing distribution of loans outstanding as of December 31, 2006.
Also provided are these amounts classified according to sensitivity to changes in interest rates.

Loans Qutstanding - Repricing Distribution (in thousands)

Within One to Over Five
Cne Year Five Years Years Total
Commercial and Financial $ 113,224 § 39751 § 4,862 § 157.837
Real Estate 355,479 129.890 81.661 567,030
Instaliment 2,623 70,884 7.263 80,770
Qther 8,989 5,727 16,875 31,591
Total $ 480,315 $ 246,252 $ 110,661 % 837,228

Loans with predetermined interest rates  $§ 117,316 § 113,039 $§ 92,335 3§ 322,690
Loans with floating rates 362,999 133,213 18,326 514.538
Total § 480,315 3 246,252 § 110661 § 837,228
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS conninugp

> The following schedule presents an analysis of the allowance for credit losses for each of the last
five years (in thousands):
Year Ended December 31,

> Deposits
> The primary source of funds to support the company's growth is its deposit base, and emphasis has
been placed on accumulating new deposits while making every effort to retain current relationships.

2006 2005 2004 2003 2002 Total deposits increased $170 million in 2006 comprised of $49 million in lower costing savings and

Balance. January 1 $ 7528 § 7,100 $ 6578 § 6140 3 5594 demand accounts and a $121 million increase in time deposit balances. Included in the 2006 growth

Charge-Offs: is $74 million of deposits acquired through the purchase of a branch office.

Commercial and Financial 83 64 293 314 256
Real Estate 1,802 1.523 412 109 455 > The average daily amount of deposits and rates paid on such deposits is summarized for the periods
Installment 535 435 423 579 307 indicated in the following table (in thousands):

Total Charge-Offs 2420 2,022 1.128 1.002 1,018 Year Ended December 31,

Recoveries on Charged-Off Loans: 2006 2005 2004
Commercial and Financial 8 257 51 13 2 Amount Rate Amount Rate Amount Rate
Real Estate 110 108 66 7 10 Non-interest bearing
Installment 232 225 133 220 152 demand deposits $ 73.637 $§ 68,572 $ 72,700

Total Recoveries 350 590 250 240 164 Interest-bearing

Net Charge-Offs 2,070 1,432 878 762 854 demand deposits 254,065 2.54% 220,373 1.59% 163,826 0.98%

Provision for Credit Losses 2,080 1.860 1,400 1,200 1,400 Savings deposits 72,889  1.32% 81.899  1.06% 80,112 0.75%

Balance, December 31 $ 7538 % 7,528 % 7,100 $ 6578 § 6,140 Time deposits 405,552 4.42% 342,193 3.23% 316,037 2.60%

Total $ 810,143 $ 713,037 $ 632,675

Net Charge-Offs during the period
as a percentage of average loans
cutstanding during the period 27% 21% .15% 15% .18%
Allowance for credit losses as a
percentage of loans outstanding
at end of period .90% 1.05% 1.12%

1.18% 1.24%

> Net charge-offs total $2.1 million in 2006 due primarily to deterioration in two relationships.
Based on management's evaluation of the borrowers’ ability to make future payments and the value
of the underlying collateral. charge-offs totaling $1.6 million were recommended and processed in
the fourth quarter. As a result of these charge-offs, the company determined that additional provi-
sions were necessary to maintain the strength of the reserve and provided an additional $1.000.000
in December. Other activity is consistent with prior periods and includes writedowns on credits
incurred in the normal course of business. The installment loan charge-offs include $305,000 of
indirect auto loans, of which $220,000 was recovered in 2006 through sales of the vehicles. During
2006, there were no charge-offs on loans carried as nonaccrual on December 31, 2005. The compa-
ny's ratio of net charge-offs to average loans is comparable to its national peer groups while the ratio
of the allowance for credit losses to total loans is adequate considering current delinquency levels.

>TOTAL DEPOSITS §in millions

26 FIRST NATIONAL COMMUNITY BANCORP, INC. AND SUBSIDIARIES

> Maturities of time deposits of $100,000 or more outstanding at December 31, 2006, are summa-
rized as follows (in thousands):

3 months or less $ 104,565
Over 3 through 6 months 17,154
Cver 6 through 12 months 37,689
Qver 12 months 28.476

Total $ 187.884

> Asset and Liability Management

> The major objectives of the company's asset and liability management are to (1) manage exposure
to changes in the interest rate environment to achieve a neutral interest sensitivity position within
reasonable ranges, {2) ensure adequate liquidity and funding, (3} maintain a strong capital base, and
(4) maximize net interest income opportunities. The company manages these objectives through its
Senior Management and Asset and Liability Management Committees (ALCC). Members of the com-
mittees meet regularly to develop balance sheet strategies affecting the future level of net interest
income, liquidity and capital. Items that are considered in asset and liability management include
balance sheet forecasts, the economic environment, the anticipated direction of interest rates and the
company's earnings sensitivity to changes in these rates.

> Interest Rate Sensitivity

> The company analyzes its interest sensitivity position to manage the risk associated with interest
rate movements through the use of gap analysis and simulation modeling. Interest rate risk arises
from mismatches in the repricing of assets and liabilities within a given time period. Gap analysis
is an approach used to quantify these differences. A positive gap results when the amount of inter-
est-sensitive assets exceeds that of interest-sensitive liabilities within a given time period. A nega-
tive gap results when the amount of interest-sensitive liabilities exceeds that of interest-sensitive
assets.
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MANAGEMENT'S DISCUSSION AMD ANALYSIS OF FINMANCIAL CONDITION AND RESULTS OF CPERATIONS conminuep

> Earnings At Risk And Economic Value At Risk Simulations

> The company recognizes that more sophisticated tools exist for measuring the interest rate risk
in the balance sheet beyond static gap analysis. Although it will continue to measure its static gap
position, the company utilizes additional modeling for identifying and measuring the interest rate
risk in the overall balance sheet. The ALCO is responsible for focusing on “earnings at risk” and
"economic value at risk”, and how both relate to the risk-based capital position when analyzing the
interest rate risk.

> Earnings At Risk

> Earnings at risk simulation measures the change in net interest income and net income should in-
terest rates rise and fall. The simulation recognizes that not all assets and liabilities reprice equally
and simultaneously with market rates (i.e., savings rate). The ALCO looks at “earnings at risk" to
determine income changes from a base case scenario under an increase and decrease of 200 basis
points in the interest rate simulation model.

> Economic Value At Risk

> Earnings at risk simulation measures the short-term risk in the balance sheet. Economic value (or
portfolio equity) at risk measures the long-term risk by finding the net present value of the future
cash flows from the company's existing assets and liabilities. The ALCO examines this ratioc monthly
utilizing a rate shock of +200 basis points in the interest rate simulation model. The ALCO recog-
nizes that, in some instances, this ratio may contradict the “earnings at risk" ratio.

> The following table illustrates the simulated impact of a 200 basis point upward or downward
movement in interest rates on net interest income, and the change in economic value. This analysis
assumed that interest-earning asset and interest-bearing liability tevels at December 31, 2006 re-
mained constant. The impact of the rate movements were developed by simulating the effect of rates
changing over a twelve-month pericd from the December 31, 2006 levels,

RATES + 200 RATES - 200
Earnings at risk:
Percent change in net interest income (3.96)% (2.48)%
Economic value at risk:
Percent change in economic value of equity (16.49)% 12.13%

> Economic value has the most meaning when viewed within the context of risk-based capital.
Therefore, the economic value may change beyond the company's policy guideline for a short period
of time as long as the risk-based capital ratio is greater than 10%.

> Liquidity

> The term liquidity refers to the ability of the company to generate sufficient amounts of cash to
meet its cash-flow needs. Liquidity is required to fulfill the borrowing needs of the company's credit
customers and the withdrawal and maturity requirements of its deposit customers, as well as to
meet other financial commitments. Cash and cash equivalents {cash and due from banks and federal
funds sold) are the company's most liquid assets. At December 31, 2006 cash and cash equivalents
totaled $28.7 millien, compared to the December 31, 2005 level of $21.9 million. Financing activi-
ties provided $157.2 million and operating activities provided $19.8 million of cash and cash equiva-
lents during the year while investing activities utilized $170.2 million. The cash flows provided by
financing activities is due primarily to an increase in deposits while the funds provided by operating
activities pertains to interest payments received on loans and investments. The cash used in invest-
ing activities consists of loan proceeds and security purchases.
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> Core deposits, which represent the company’s primary source of liquidity, averaged $648 million
in 2006, an increase of 362 million, or 11%, from the $586 million average in 2005. This increase
in average core deposits was supplemented with a $36 millicn increase in average jumbe certificates
and a $7 million increase in average borrowed funds and other interest-bearing liabilities.

> The company has other potential sources of liquidity, including repurchase agreements. Addition-
ally, the company can borrow on credit lines established at several correspondent banks, the Federal
Home Loan Bank of Pittsburgh and the Federal Reserve Discount Window.

> Capital

> A strong capital base is essential to the continued growth and profitability of the company and is
therefore a management priority. The company's principal capital planning goals are to provide an
adequate return to shareholders while retaining a sufficient base from which to provide for future
growth, while at the same time complying with all regulatory standards. As more fully described
in Note 15 to the financial statements, regulatory authorities have prescribed specified minimum
capital ratios as guidelines for determining capital adequacy to help insure the safety and soundness
of financial institutions.

> The following schedules present information regarding the company's risk-based capital at Decem-
ber 31. 2006, 2005 and 2004 and selected other capital ratios.

> Capital Analysis
(in thousands)
December 31,

2006 2005 2004
Tier | Capital:
Total Tier | Capital § 97.048 § 84,943 $ 74,693
Tier II Capital:
Allowable portion of allowance for credit losses b 7.538 § 7,528 $ 7,100
Total Risk-Based Capital $ 104,586 § 92471 $ 81,793
Total Risk-Weighted Assets § 930,201 $ 819,339 % 728,681

> Capital Ratios
December 31,

Regulatory Minimum 2006 2005 2004
Total Risk-Based Capital 8.00% 10.67% 11.29% 11.22%
Tier | Risk-Based Capital 4.00% 9.90% 10.37% 10.25%
Tier | Leverage Ratio 4.00% 9.16% 8.91% 8.69%
Return on Assets N/A 1.26% 1.18% 1.08%
Return on Equity* N/A 15.30% 12.96% 12.86%
Equity to Assets Ratio* N/A 8.18% 8.37% 8.34%
Dividend Payout Ratio N/A 42.75% 40.20% 41.95%

* inchudes the effect of SFAS 115 in the amount of $(70,000) in 2006, $(524,000) in 2005, and
$1,030,000 in 2004.

> During 1999, the company implemented a Dividend Reinvestment Plan which has resulted in an
influx to capital of $13.3 million to date. The company alsc adopted stock option plans for directors
and senior officers. New capital generated from the exercise of stock options is $3.8 million at De-
cember 31, 2006. In February 2006, the company declared a 13% stock dividend payable March 31,
2006, resulting in the issuance of 1,112,868 new shares. The company has also paid 100% stock divi-
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CORPORATE PROFILE

The Business of First National Community Bancorp. Inc.

THE COMPANY

> First National Community Bancorp, Inc. (the "company”} is a Pennsylvania business, incorporated
in 1997 and is registered as a financial helding company under the Bank Holding Company Act of
1956, as amended. The company became an active bank holding company on July 1. 1998 when it
assumed ownership of First National Community Bank {the "bank"). On November 2, 2000, the
Federal Reserve Bank of Philadelphia approved the company's application to change its status to
a financial holding company as a complement to the company's strategic objective. The bank is a
wholly-owned subsidiary of the cotnpany.

> The company's primary activity consists of owning and operating the bank, which provides cus-
tomary retail and commercial banking services to individuals and businesses. The bank provides
practically all of the company's earnings as a result of its banking services.

THE BANK

> The bank was established as a national banking association in 1210 as "The First National Bank
of Durmore." Based upon shareholder approval received at a Special Shareholders’ Meeting held
October 27, 1987, the bank changed its name to "First National Community Bank" effective March 1,
1988, The bank's operations are conducted from offices located in Lackawanna, Luzerne and Wayne
Counties, Pennsylvania:

OFFICE DATE OPENED
Main Cctober 1910
Scranton September 1980
Dickson City December 1984
Fashion Mali July 1988
Wilkes-Barre July 1993
Pittston Plaza April 1995
Kingston August 1996
Exeter November 1998
Daleville April 2000
Plains June 2000

Back Mountain
Clarks Green
Hanover Township
Nanticoke
Hazleton

Route 315
Honesdale
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October 2000
October 2001
January 2002
April 2002
October 2003
February 2004
November 2006

> The bank provides many commercial banking services to individuals and businesses including Im-
age Checking and E-Statement. Deposit products include standard checking, savings and certificate
of deposit products, as well as a variety of preferred products for higher balance customers. The
bank also participates in the Certificate of Deposit Registry program which allows customers to se-
cure FDIC insurance on balances in excess of the standard limitations. Consumer loans include both
secured and unsecured installment loans, fixed and variable rate mortgages. jumbo mortgages, home
equity term loans and lines of credit and “Instant Money" overdraft protection loans. Additionally,
the bank is also in the business of underwriting indirect auto loans which are originated through
various auto dealers in northeastern Pennsylvania and dealer floor plan loans. VISA personal credit
cards are available through the bank, as well as the FNCB Check Card which allows customers to ac-
cess their checking account at any retail location that accepts VISA and serves the dual purpose of an
ATM card. In the commercial lending field, the bank offers demand and term loans, either secured
or unsecured, letters of credit, working capital loans, accounts receivable, inventory or equipment
financing loans. and commercial mortgages. [n addition, the bank offers MasterCard and VISA pro-
cessing services to its commercial customers, as well as our Cash Management service which can
be accessed through FNCBusiness Online, which is Internet based. FNCBusiness Online is a menu
driven product that allows our business customers to have direct access to their account informa-
tion and the ability to perform internal and external transfers and process Direct Deposit payroll
transactions for employees. 24 hours a day. 7 days a week, from their place of business. As a result
of the bank's partnership with INVEST, our customers are able to access alternative products such as
mutual funds, annuities, stock and bond purchases, etc. directly from our INVEST representatives.
The bank also offers customers the convenience of 24-hour banking, seven days a week, through
FNCB Online via the Internet and its ATM network. Automated tetler machines are available at the
following locations:

COMMUNITY OFFICES REMOTE LOCATIONS

Dunmare Petro Truck Stop. 98 Grove St.. Dupont

Scranton Bill's Shoprite Supermarket, Rt. 502, Daleville
Dickson City Joe's Kwik Mart, 620 N. Blakely St., Dunmore

Fashion Mall Joe's Kwik Mart, Rts 240 and 1-380, Pocono Summit
Wilkes-Barre Joe's Kwik Mart, Route 6, Honesdale

Pittston Joe's Kwik Mart, Providence Rd. and Main Ave., Scranton
Kingston Hess Gas Station, 5128 Milford Road. East Stroudsburg
Exeter

Daleville

Plains

Back Mountain
Clarks Green
Hanover Township
Nanticoke
Hazleton

Route 315
Honesdale
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DIRECTORS AND OFFICERS

FIRST NATIONAL COMMUNITY BANCORP, INC.
QFFICERS

Louis A. DeNaples
Chairman

]. David Lombardi
President and Chief Executive Officer

Michael J. Cestone, Jr.
Secretary

William S. Lance
Treasurer

DIRECTORS OF THE CORPORATION AND BANK

Louis A. DeNaples

Chairman of the Boards of the Company and the Bank
President, DeNaples Auto Parts, Inc.

Vice President, Rail Realty Inc.

J. David Lombardi
President and Chief Executive Officer
of the Company and the Bank

Michael ]. Cestone, jr.

Secretary of the Boards of the Company and the Bank
President, M.R. Co. (a corporation)

CEOQ, 5.G. Mastriani Company

Michael G. Cestone
President, 5.G. Mastriani Company

Joseph Coccia
President, Coccia Ford, Inc.
President, Coccia Linceln Mercury, Inc.

William P. Conaboy
Vice President, General Counsel, Allied Services

Michael T. Conahan
President Judge
Luzerne County Court of Common Pleas

Dominick L. DeNaples
Vice President, DeNaples Auto Parts, Inc.
President, Rail Realty Inc.

Joseph J. Gentile
President, Dunmore Qil Ca., Inc.

Joseph O. Haggerty
Retired Superintendent
Dunmore School District

John P. Moses
CEQ, ALSAC/St. Jude Children’s Research Hospital

John R. Thomas
Retired Executive
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CONSOLIDATED BALANCE SHEETS

December 31. {in thousands, except share data) 2006 2005
ASSETS
Cash and cash equivalents:
Cash and due from banks $ 26,418 8 21,880
Federal funds sold 2,325 0
Total cash and cash equivalents 28,743 21,880
Interest-bearing balances with financial institutions o] 2,178
Securities:
Available-for-sale, at fair value 261,626 228,881
Held-to-maturity, at cost (fair value $1,819 and $1,648) 1,639 1.561
Federal Reserve Bank and FHLB stock, at cost 7,168 7.781
Loans, net of allowance for credit losses of $7,538 and $7.528 829,121 707.248
Bank premises and equipment 13.671 10,620
Accrued interest receivable 6,127 4,992
Intangible assets 1,739 0
Goedwill 8,134 0
Qther assets 26,815 22,948
TOTAL ASSETS $ 1.184.783 $ 1,008.089
LIABILITIES
Deposits:
Demand 3 86,375 $ 75,351
Interest-bearing demand 291,400 239,590
Savings 73,205 87.028
Time ($100.000 and over) 1§7.884 131,635
Other time 282.109 217.062
Total deposits 920,973 750,666
Borrowed funds 152,872 164,105
Accrued interest payable 6,774 3,611
Other liabilities 7,302 5,288
Total liabilities $ 1,087,921 $ 923,670
STOCKHOLDERS' EQUITY
Common Stock ($1.25 par)
Authorized: 50,000,000 shares in 2006 and 2005
Issued and outstanding: 12,398,168 shares in 2006 and 12,188,750 shares in 2005 $ 15498 $ 15,236
Additional paid-in capital 52,418 46,792
Retained earnings 28.016 22,915
Accumulated other comprehensive income (70) (524)
Total stockholders’ equity 96.862 84.419
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 1,184,783 § 1,008,089

The accompanying Notes te Consolidated financial Statements are an integral part of these statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

For The Years Ended December 31, {in thousands) 2006 2005 2004
INCREASE {DECREASE} IN CASH AND CASH EQUIVALENTS:
CASH FLOWS FROM DPERATING ACTIVITIES:
Interest received 3 67,947 $ 53,134 $ 42633
Fees and commissions received 4,580 3.930 3.419
Interest paid {30.024) (20,280) (17.457)
Cash paid to suppliers and employees (17.821) {16,783) (15.01%
Income taxes paid (4,876) (3.750) {2,189
NET CASH PROVIDED BY OPERATING ACTIVITIES 19.806 16,251 11.387
CASH FLOWS FROM INVESTING ACTIVITIES:
Securities available for sale:
Proceeds from maturities [+ 5,000 500
Proceeds from sales prior to maturity 12,375 25,100 67,933
Proceeds from calls prior to maturity 24,638 24,159 33.866
Purchases (69,149 {64.092) (125,292)
Net (increase)/decrease in interest-bearing bank balances 2,178 (198) 693
Investment in statutory trust (310 0 0
Purchase of bank owned life insurance 0 (2.500) (2.500)
Net increase in loans to customers {125,604) (83,093) (74.470)
Capital expenditures (4.399) (1.869) (2,489}
Acquisition of intangible assets (1,782) o a
Acquisition of goodwill (8,134) o 0
NET CASH USED IN INVESTING ACTIVITIES (170.187) {97.493) (101.759)
CASH FLOWS FROM FINANCING ACTIVITIES:
Net increase in demand deposits, money market demand, NOW accounts, and savings accounts 49,010 38,650 62,884
Net increase in certificates of deposit 121,297 40,304 6.759
Net increase/(decrease) in borrowed funds (11,233) 10,038 13.646
Proceeds from issuance of common stock net of stock issuance costs 3.324 2,626 2,060
Proceeds from issuance of common stock - Stock Option Plans 628 664 971
Cash dividends paid (5,776) (4,513} (3.885)
Cash paid in lieu of fractional shares (6} 0 0
NET CASH PROVIDED BY FINANCING ACTIVITIES 157,244 87,769 82.435
NET INCREASE {DECREASE} IN CASH AND CASH EQLIVALENTS 6.863 6,527 (7.937)
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 21,880 15,353 23,290
CASH AND CASH EQUIVALENTS AT END OF YEAR $ 28,743 $ 21,880 $ 15,353
RECONCILIATION OF NET INCOME TO NET CASH PROVIDED BY DPERATING ACTIVITIES:
Net income $ 13,509 $ 11,225 ) 9.263
Adjustments to reconcile net income to net cash provided by operating activities:
Amortization and accretion, net 413 835 931
Depreciation and amortization 1.388 1.303 1,192
Stock based compensation - stock option plans 310 248 181
Provision for credit losses 2,080 1,860 1,400
Provision for deferred taxes (619) {758} (405)
Loss/{Gain) on sale of securities 20 250 (846)
Gain on sale of loans (240) (210} (499)
Gain on sale of other real estate {297} (14} {25)
Loss on sale of other assets 3 0 o
Increase/{(decrease) in interest payable 3,163 2,078 {497)
Increase in accrued expenses and other liabilities 2,014 833 1,410
Increase in prepaid expenses and other assets (985) (391) (192)
Increase in interest receivable {1,134) {1,008) (526)
Total adjustments 6,297 5.026 2,124
NET CASH PROVIDED BY OPERATING ACTIVITIES $ 19,806 $ 16.251 § 11.387

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Summary of Significant Accounting Polictes:

> The accounting and reporting policies that affect the more significant elements of First National
Community Bancorp, Inc.'s {the "company”) financial statements are summarized below. They have
been followed on a consistent basis and are in accordance with generally accepted accounting prin-
ciples and conform to general practice within the banking industry.

> Nature of Operations

> The company is a registered financial holding company, incorporated under the laws of the state
of Pennsylvania. It is the parent company of First National Community Bank (the “bank") and it's
wholly owned subsidiary FNCB Realty, Inc.

> The bank provides a variety of financial services to individuals and corporate customers through
its seventeen banking locations located in northeastern Pennsylvania. It provides a full range of com-
mercial banking services which includes commercial, residential and consumer lending. Addition-
ally, the bank provides to it's customers a variety of deposit products, including demand checking
and interest-bearing deposit accounts,

> FNCB Realty. Inc.'s operating activities include the acquisition, holding. and disposition of certain
real estate acquired in satisfaction of loan commitments owed by third party debtors to the bank.

> Principles of Consalidation
> The consolidated financial statements include the accounts of First National Community Bancorp,
Inc., the bank and it's wholly owned subsidiary FNCB Realty, Inc.

> All significant intercompany balances and transactions have been eliminated in consolidation.

> During December 2006 the company created First National Community Statutory Trust I (*Issuing
Trust”) which is wholly owned by the company. The trust purpose is to provide an additional fund-
ing source for the company through the issuance of pooled trust preferred securities.

> The company has adopted Financial Accounting Standards Board {(“FASB") Interpretation (*FIN")
No. 46 and FIN 46(R}, for the issuing trust. Accordingly, this trust has not been censolidated with
the accounts of the company.

> Use of Estimates

> The preparation of financial statements in conformity with generally accepted accounting prin-
ciples requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

> Securities

> Debt securities that management has the ability and intent to hold to maturity are classified as
held-to-maturity and carried at cost, adjusted for amortization of premium and accretion of dis-
counts using methods approximating the interest method. Other marketable securities are classified
as available-for-sale and are carried at fair value. Unrealized gains and losses on securities available-
for-sale are recognized as direct increases or decreases in stockholders' equity. Cost of securities sold
is recognized using the specific identification method.

> Investments in the Federal Reserve Bank and FHLB stock are carried at cost due to restrictions on
their sale due to regulatory requirements.
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> Other-Than-Temporary Impairment of Securities

> Securities are evaluated on a monthly basis to determine whether a decline in their value is other
than temporary. Management utilizes criteria such as the magnitude and duration of the decline
and the intent and ability of the Company to retain its investment in the issues for a period of time
sufficient to allow for an anticipated recovery in fair value, in addition to the reasons underlying
the decline, to determine whether the loss in value is other than temporary. The term “other than
temporary” is not intended to indicate that the decline is permanent. but indicates that the prospects
for a near-term recovery of value is not necessarily favorable, or that there is a lack of evidence to
support a realizable value equal to or greater than carrying value of the investment. Once a decline
in value is determined to be other than temporary, the value of the security is reduced and a cor-
responding charge to earnings is recognized.

> Loans

> Loans are stated at face value, net of unamortized loan fees and costs and the allowance for credit
losses. Interest on all loans is recognized on the accrual basis, based upon the principal amount
outstanding.

> Loans are placed on nonaccrual when a loan is specifically determined to be impaired or when
management believes that the collection of interest or principal is doubtful. This is generally when a
default of interest or principal has existed for 80 days or more, unless such loan is fully secured and
in the process of collection. When the interest accrual is discontinued, interest credited to income
in the current year is reversed and the accrual of income from prior years is charged against the al-
lowance for credit losses. Any payments received are applied. first to the outstanding loan amounts,
then to the recovery of any charged-off loan amounts. Any excess is treated as a recovery of lost
interest.

> Mortgage Banking Activities

> When liquidity needs arise. management may from time to time determine that the mortgage loan
portfolio provides a ready source of liquidity and elect to sell a portion of the loans which are cur-
rently held. At origination, no loans are targeted for immediate sale.

> At December 31, 2006, 2005 and 2004, loans serviced for others totaled approximately $88,752,000,
$85.844,000 and $81,770,000, respectively. Servicing loans for others consists of collecting mort-
gage payments, maintaining escrow accounts, disbursing payments to investors, and processing fore-
closures. Loan servicing income is recorded when earned and includes servicing fees from investors
and certain charges collected from borrowers, such as late payment fees. The Company has fidu-
ciary responsibility for related escrow and custodial funds aggregating approximately $1,256,000 and
$1,159,000 at December 31, 2006 and 2005. respectively.

> The Company assesses the retained interest in the servicing asset or liability associated with the
sold loans based on the relative fair values. The servicing asset or liability is amortized in propor-
tion to and over the period during which estimated net servicing income or net servicing loss, as
appropriate, will be received. Assessment of the fair value of the retained interest is performed on
a quarterly basis. At December 31, 2006 mortgage servicing rights totaling $117.000 were included
in other assets.

> Transfers of Financial Assets

> Transfers of financial assets are accounted for as sales when control over the assets has been sur-
rendered. Control is surrendered when (1) the assets have been isolated from the Company, (2) the
transferee obtains the right (free of conditions that constrain it from taking advantage of that right)
to pledge or exchange the transferred assets, and (3) the Company does not maintain effective control
over the transferred assets through an agreement to repurchase them before their maturity.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS contiNvED

> Goodwill and Intangible Assets

> Intangible assets which are subject to amortization include core deposit premium paid in con-
nection with the bank's Honesdale branch acquisition during November 2006; and on mortgage
servicing rights recorded on the bank's sale of loans in the secondary market where servicing rights
have been retained. Amortization expense associated with these intangible assets is being provided
for using the straight-line method over their estimated useful lives of 10 years and 5.7 years, re-
spectively. Intangible assets subject to amortizaticn are periodically reviewed by management for
potential impairment whenever events or circumstances indicate that carrying amounts may not be
recoverable.

> Intangible assets which are not subject to amortization include goodwill. The cost of goodwill
arose from the bank's Honesdale branch acquisition. Goodwill is reviewed by management for pos-
sible impairment at least annually or more frequently upon the occurrence of an event or when
circumstances indicate that its carrying amount exceeds fair value. Management has determined that
the carrying value of goodwill has not been impaired at December 31, 2006.

> Advertising Costs
> Advertising costs are charged to operations in the year incurred and totaled $705,000, §706,000
and $650,000 in 2006, 2005 and 2004, respectively.

> Income Taxes

> Deferred tax assets and liabilities are reflected at currently enacted income tax rates applicable to
the period in which the deferred tax assets or liabilities are expected to be realized or settled. As
changes in tax laws or rates are enacted, deferred tax assets and liabilities are adjusted through the
provision for income taxes.

> The company and its subsidiaries file a consolidated Federal income tax return. Under tax sharing
agreements, each subsidiary provides for and settles income taxes with the company as if they would
have filed on a separate return basis.

> Cash Equivalents
> For purposes of reporting cash flows, cash equivalents inctude cash on hand. amounts due from
banks, and federal funds sold. Generally, federal funds are purchased and sold for one day periods.

> Nat Income Per Share

> Basic earnings per share have been computed by dividing net income {the numerator) by the
weighted-average number of common shares outstanding (the denominator) for the peried. Such
shares amounted te 12,281,925 in 2006, 12,100,305 in 2005 and 11,858,448 in 2004,

> Diluted earnings per share have been computed by dividing net income (the numerator) by the
weighted-average number of common shares and options outstanding (the denominator) for the pe-
riod. Such shares amounted to 12,577,193 in 2006, 12,429,988 in 2005 and 12,289,846 in 2004,

> All share and per share information has been adjusted to reflect the retroactive effect of the 10%
stock dividend paid March 31, 2006 and the 100% stock dividend paid on September 30, 2004,

> Stock-Based Compensation

> As of January 1, 2003 the Company adopted SFAS No. 148, Accounting for Stock-Based Compen-
sation — Transition and Disclosure, an amendment to SFAS No. 123, to provide alternative methods
of transition for a voluntary change to the fair value based method of accounting for stock-based
employee compensation. The Company has elected to apply the prospective method as permitted
by SFAS No. 148. Accordingly all options granted on and after January 1, 2003 are charged against
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income at their fair value. Those issued prior to adoption are accounted for on the intrinsic method
in accordance with Accounting Principles Beard Opinion (APB) No. 25,

> Bank Owned Life Insurance

> Bank owned life insurance policies (BOLI) are carried at the cash surrender value of the underlying
policies. Income on the investments in the policies, net of insurance costs, is recorded as non-inter-
est income.

> Segment Reporting

> In June 1997, the FASB issued SFAS No. 131, Disclesures about Segments of an Enterprise and
Related Information. SFAS No. 131 requires that public companies report certain information about
operating segments in complete sets of financial statements of the company and in condensed fi-
nancial statements of interim periods issued to shareholders. It also requires that public companies
report certain information about their products and services, the geographic areas in which they
operate, and their major customers. SFAS No. 131 applies to fiscal years beginning after December
15, 1997.

> First National Community Bancorp, Inc. is a one bank financial holding company operating primar-
ily in northeastern Pennsylvania. The primary purpese of the company is the delivery of financial
services within its market by means of a branch network located in Lackawanna, Luzerne and Wayne
counties. Each of the company's entities is part of the same reporting segment, whose operating
results are regularly reviewed by management. Therefore, consolidated financial statements, as pre-
sented, fairly reflect the operating results of the financial services segment of our business.

> New Financial Accounting Standasds

> In February 2006, the FASB issued SFAS No. 155, "Accounting for Certain Hybrid Financial In-
struments — an amendment of FASB Statements No. 133 and 140" ("SFAS No. 155.") SFAS No. 155
amends SFAS No. 133, "Accounting for Derivative Instruments and Hedging Activities.” and SFAS No.
140, "Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities."”
SFAS No. 155 is effective for all financial instruments acquired or issued after the beginning of an
entity's first fiscal year beginning after September 15, 2006 and is not expected to have a material
impact on the Company's consolidated financial statements.

> In March 2006, the FASB issued SFAS No. 156, "Accounting for Servicing of Financial Assets - an
amendment of FASB Statement No. 140," {"SFAS No. 156"). SFAS Nc. 156 requires an entity to
recognize a servicing asset or servicing liability each time it undertakes an obligation to service a
financial asset by entering into a servicing contract in certain situations prescribed by SFAS No. 156.
All separately recognized servicing assets and servicing liabilities are to be initially measured at fair
value, if practicable, and SFAS No. 156 permits an entity to choose either the amortization method
or fair value measurement method for subsequent measurement methods for each class of separately
recognized servicing assets and servicing liabilities. SFAS No. 156 is effective as of the beginning of
an entity's first fiscal year that begins after September 15, 2006. The adeption of SFAS No. 156 is not
expected to have a material impact on the Company's consolidated financial statements.

> In July 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income
Taxes - an interpretation of FASB Statement No. 109" (“FIN 48"). This interpretation clarifies the
accounting for uncertainty in income taxes recognized in an enterprise's financial statements in
accordance with SFAS No. 109, "Accounting for Income Taxes". This Interpretation prescribes a
recognition threshold and measurement attribute for the financial statement recognition and mea-
surement of a tax position taken or expected to be taken in a tax return. This Interpretation also pro-
vides guidance on recognition, classification, interest and penalties, accounting in interim periods,
disclosure, and transition. FIN 48 is effective for fiscal years beginning after December 15, 2006.
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NOTES TO CONSOLIDATED FINARNCIAL STATEMENTS conTinueD

Less Than 12 Months 12 Months or Greater Total
Gross Gross Gross
Fair Unrealized Fair Unrealized Fair  Unrealized
Value Losses Value Losses Value Losses
U.S. Treasury securities and
obligations of U.S.
government agencies % 16973 § 103 $ 29381 § 268 § 46354 § 371
Obligations of state and
political subdivisions 10,650 97 2,774 30 13,424 127
Collateralized mortgage
obligations 14,426 41 34,767 906 49,193 947
Mortgage-backed securities 0 0 37.612 846 37.612 846
Corporate debt securities 0 0 8.844 234 8,844 234
Equity securities 0 0 985 15 985 15
$ 42049 § 241 § 114,363 § 2,299 § 156,412 § 2,540

> Management evaluates securities for other-than-temporary impairment on a menthly basis. Con-
sideration is given to (1) the length of time and the extent to which the fair value has been less than
cost, (2) the financial condition and near-term prospects of the issuer, and (3) the intent and ability
of the company to retain its investment in the issuer for a period of time sufficient to allow for any
anticipated recovery in fair value.

> At December 31. 2006, the one hundred three debt securities with unrealized losses have depre-
ciated 1.6% from their amortized cost basis. The maturities of these securities are guaranteed by
either the U.S. Government, government sponsored agencies, other governments or corporations.
Obligations of state and political subdivisions are also guaranteed by underlying insurance which
further secures the safety of principal. These unrealized losses relate principally to current inter-
est rates for similar types of securities. In analyzing an issuer's financial condition. management
considers whether the securities are issued by the federal government, its agencies, other govern-
ments or corporations: whether downgrades by bond rating agencies have occurred; and the results
of reviews of the issuer's financial condition. As management has the ability to hold debt securities
until maturity, or for the foreseeable future if classified as available-for-sale, no declines are deemed
to be other-than-temporary.

> The following table shows the amortized cost and approximate fair value of the company's debt
securities (in thousands) at December 31, 2006 using contracted maturities. Expected maturities will
differ from contractual maturity because issuers may have the right to call or prepay obligations with
or without call or prepayment penalties.

Available-for-sale Held-to-maturity

Net Net
Amortized Carrying Carrying Fair
Cost Value Value Value
Amounts maturing in:

One Year or Less $ 499 § 496 3 0 3 0
One Year through Five Years 11,441 11,361 0 a
After Five Years through Ten Years 42,634 42,797 0 0
After Ten Years 98,792 100,187 1.639 1.819
Collateralized mortgage obligations 64,041 63,289 0 0
Mortgage-backed Securities 43.315 42,501 0 0
Total $ 260,722 3 260.631 3 1.639 $ 1.819

42 FIRST NATIONAL COMMUNITY BANCORP, INC. AND SUBSIDIARIES

> Gross proceeds from the sale of securities for the years ended December 31, 2006, 2005, and
2004 were $12,375.000, $25,100.000, and $67.933.000, respectively with the gross realized gains
being $30.000, $102,000. and $1,152.000. respectively, and gross realized losses being $231,000,
$352.000. and $306.000. respectively.

> At December 31, 2006 and 2005, securities with a carrying amount of $201.244,000 and
$168.655,000, respectively. were pledged as collateral to secure public deposits and for other pur-
poses.

4. Loans:
> Major classifications of loans are summarized as follows {in thousands):

2006 2005

Real estate loans, secured by residential properties $ 151470 & 111,137
Real estate loans, secured by nonfarm,

nonresidential properties 415,560 367,445
Commercial and industrial loans 157,837 132,838
Loans to individuals for household,

family and other personal expenditures 80.770 73.217
Loans to state and political subdivisions 31.355 29971

All other loans, including overdrafts 236 168

Gross loans 837,228 714,776
Less: Allowance for credit losses (7.538) (7.528)
Less: Unearned discount (569) 0

Net loans 3 829,121 $ 707,248
> Changes in the allowance for credit losses were as follows {in thousands):

2006 2005 2004
Balance, beginning of year § 7,528 3 7.100 $ 6.578
Recoveries credited to allowance 350 590 250
Provision for credit losses 2,080 1,860 1.400

TOTAL 9,958 9,550 8,228
Losses charged to allowance 2,420 2,022 1,128
Balance, end of year $ 7,538 3 7,528 H 7.100

> Information concerning the bank's recorded investment in nonaccrual and restructured loans is as
follows (in thousands):

2006 2005
Nonaccrual loans
Impaired 5 0 $ 0
Other 2,299 70
Restructured loans 0 0
Total 3 2,299 $ 70

> The interest income that would have been earned in 2006, 2005 and 2004 on nonaccrual and re-
structured loans outstanding at December 31, 2006, 2005 and 2004 in accordance with their original
terms approximated $170,000, $6,000 and $42,000. The interest income actually realized on such
loans in 2006, 2005 and 2004 approximated $83,000, $0 and $13.000. As of December 31, 2006,
there were no outstanding commitments to lend additional funds to borrowers of impaired, restruc-
tured or nonaccrual loans.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS conTinueD

> At December 31, 2006 the company had utilized all availability on an open line of credit from the
FHLB of Pittsburgh. The line of credit may bear interest at either a fixed rate or a variable rate, such
rate being set at the time of the funding request. In addition, at December 31, 2006, the company
had available overnight repricing lines of credit with other correspondent banks totaling $48,000,000
and the Federal Reserve Bank of Philadelphia in the amount of $6,271,000. At December 31, 2006
and 2005, the company had no borrowings outstanding with correspondent banks.

> The maximum amount of borrowings outstanding at any month end during the years ended Decem-
ber 31, 2006 and 2005 were $172,968.000 and $171,730.000. respectively.

> At December 31, 2006. the bank is obligated for the payment of an $815,000 lease purchase op-
tion payment associated with an Other Real Estate (ORE) property acquired through a transfer in lieu
of foreclosure from a defaulting loan customer. This obligation has been discounted to its present
value of $744,902 using a discount rate of 5.36%. This discount is being amortized using the interest
method through September 10, 2008 when the obligation becomes payable.

> On December 14, 2006, First National Community Statutory Trust I (the "Trust"). a trust formed
under Delaware law, that is a subsidiary of the Company, issued $10,000.000 of trust preferred
securities (the “Trust Securities”) at a variable interest rate of 7.02%, with a scheduled maturity of
December 15. 2036. The Company owns all of the common stock of the Trust. The proceeds from the
issue were invested in $10.310.000. 7.02% Junior Subordinated Debentures {the “Debenture”) issued
by the Company. The interest rate on the Trust Securities and the Debentures will reset quarterly at
a spread of 1.67% above the current 3-month Libor rate. The Debentures, which mature December
15, 2036, are unsecured and rank subordinate and junijor in right to all indebtedness. liabilities and
obligations of the Company. Debentures represent the sole assets of the Trust, Interest on the Trust
Securities is deferrable until a period of twenty consecutive quarters has elapsed. The Company has
the option, subject to required regulatory approval of the Federal Reserve, to prepay the trust securi-
ties beginning December 15. 2011. The Company has. under the terms of the Debenture and the
related Indenture, as well as, the other operative corporate documents, agreed to irrevocably and
unconditionally guarantee the Trust's obligations under the Debenture.

> At December 31, 2006, accrued and unpaid interest associated with these Debentures amounting to
$35,100 has been provided for in the accompanying consolidated financial statements.

> The Company has applied FIN 46 and FIN 46(R} to its investment in the Issuer Trust. and as such,
it has reflected this investment on a deconsclidated basis. As a result, the junior subordinated
debentures issued by the Issuer Trust, totaling $10,310,000 has been reflected in Borrowed Funds
in the consolidated balance sheets at December 31, 2006 under the caption “Junior Subordinated
Debentures”. The Company records interest expense on the corresponding debentures in its con-
solidated statement of income. The Company also records its common stock investment issued by
First National Community Statutory Trust 1 in “Other Assets” in its consolidated balance sheets at
December 31, 2006.

10. Benefit Plans:

> The bank has a defined contribution profit sharing plan which covers all eligible employees, The
bank’s contribution te the plan is determined at management's discretion at the end of each year and
funded. Contributions to the plan in 2006, 2005 and 2004 amounted to $650,000, $552,000, and
$480,000, respectively.

44 FIRST NATIONAL COMMUNITY BANCORP, INC. AND SUBSIDIARIES

> The bank has an unfunded non-qualified deferred compensation plan covering all eligible bank
officers and directors as defined by the plan. This plan permits eligible participants to elect to defer
a portion of their compensation. At December 31, 2006, elective deferred compensation amounting
to $2,873,000 plus $1,926,000 in accrued interest has been included in other liabilities in the ac-
companying balance sheet.

11. Income Taxes:
> The provision for income taxes included in the statement of income is comprised of the following
components (in thousands):

2006 2005 2004

Current 3 4,636 § 3,584 5 2.401
Deferred {619) (758) (405)
TOTAL § 4.017 § 2.826 £ 1,99

> The components of the net deferred tax asset, included in other assets, at December 31 are as fol-
tows (in thousands):

2006 2005

Allowance for Credit Losses $§ 2.563 § 2.560
Deferred Compensation 1,632 1,317
Unrealized Holding Losses on Securities Available-for-Sale 36 270
Stock Based Compensation 304 201

Gross Deferred Tax Asset 3 4,535 $ 4,348
Deferred Loan Origination Fees $ (76) 5 (170}
Deferred Intangible Assets (20) 0
Depreciation {(117) (241)

Gross Deferred Tax Liability $ (213) §  {411)
Net Deferred Tax Assets $ 4.322 $ 3,937

> The provision for Income Taxes differs from the amount of income tax determined applying the
applicable U.5. Statutory Federal Income Tax Rate to pre-tax income from continuing operations as a
result of the following differences {in thousands}:

2006 2005 2004

Provision at Statutery Tax Rates $ 5978 5 4,777 $ 3.828
Add (Deduct):

Tax Effects of Non-Taxable Interest Income (1,627} (1,446} (1,308)
Non-Deductible Interest Expense 254 178 109
Stock Options Exercised (418} (506} {289)
Other Items Net (170} {177} (344)
Provision for Income Taxes $ 4,017 § 2,826 $ 1.996

12. Related Party Transactions:

> At December 31, 2006 and 2005, certain officers and directors and/or their affiliates were indebted
to the bank in the aggregate amounts of $47,710,000 and $23,931,000. Such indebtedness was in-
curred in the ordinary course of business on substantially the same terms as those prevailing at the
time for comparable transactions with other persons. During 2006, $136,334,000 of new loans were
made and repayments totaled $112,555,000. The bank was also committed under standby letters of
credit as described in Note 13.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS continuen

> A summary of the status of the company's stock option plans is presented below:

2006 2005 2004
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
Outstanding at the
beginning of the year 335,170 § 1078 396,220 § 9.08 503,800 % 8.08
Granted 28,050 28.91 28,050 24.14 23,870 20.89
Exercised (83,350} 7.56 (89,100} 7.46 (131,450} 7.39
Forfeited 0 0 0
Outstanding at the end
of the year 279870 § 1356 335170 $ 1078 396220 $§ 9.08
Options exercisable at
year end 251,820 § 1185 207,120 & 9.56 372,350 § 8.33
Weighted average fair
value of opticns granted
during the year §  11.04 § 8.86 $ 7.65
Stock-Based
Compensation Expense §309.672 $ 248,370 $ 181,195

Information pertaining to optiens cutstanding at December 31, 2006 is as follows:

Options Outstanding Options Exercisable

Weighted
Average Weighted Weighted
Range of Remaining Average Average
Exercise Number Contractual Exercise Number Exercise
Price Qutstanding Life Price Exercisable Price
$6.49-$28.91 279,870 6.7 years $13.56 251,820 $11.85

15. Regulatory Matters

> The bank is subject to various regulatory capital requirements administered by the federal banking
agencies. Failure to meet minimum capital requirements can initiate certain mandatory, and possibly
additional discretionary. actions by regulators that. if undertaken, could have a direct material effect
on the bank's financial statements. Under capital adequacy guidelines and the regulatory framework
for prompt corrective action, the bank must meet specific capital guidelines that involve quantita-
tive measures of the bank's assets, liabilities, and certain off-balance sheet items as calculated under
regulatory accounting practices. The bank’s capital amounts and classification are also subject to
qualitative judgments by the regulators about components, risk weightings, and other factors,

> Quantitative measures established by regulation to ensure capital adequacy require the bank to
maintain minimum amounts and ratios (set forth in the table below) of total and Tier | capital {as
defined in the regulations) to risk-weighted assets (as defined). and of Tier I capital (as defined) to
average assets (as defined). Management believes, as of December 31, 2006. that the bank meets all
capital adequacy requirements to which it is subject.
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> As of December 31, 2006, the most recent notification from the Office of the Comptroller of the
Currency categorized the bank as "Well Capitalized” under the regulatory framewerk for prompt
corrective action. To be categorized as "Well Capitalized” the bank must maintain minimum Total
risk-based, Tier I risk-based, and Tier 1 leverage ratios as set forth in the table. There are no con-
ditions or events since that notification that management believes have changed the institution's
category.
To Be Well
Capitalized Under

For Capital Prompt Corrective

Actual Adequacy Purposes:  Action Provisions:

(in thousands) Amount Ratio Amount Ratio Amount Ratio
As of December 31, 2006:
Total Capital

(to Risk Weighted Assets) § 104,586 10.67% =$78,416 28.0% =28§98,020 =10.0%
Tier | Capital

(to Risk Weighted Assets) § 97.048 9.90%  =$39.208 =4.0% =$58,812 =26.0%
Tier | Capital

{to Average Assets) § 97,048 9.16% =%42,400 24.0%  =$53,000 =5.0%
As of December 31, 2605:
Total Capital

(to Risk Weighted Assets) § 92,471 11.29%  =$65.547 =28.0% 2381934 =10.0%
Tier I Capital

(to Risk Weighted Assets) 3 84,943  10.37%  =332774 =4.0% 2343160 =26.0%
Tier I Capital

{to Average Assets) $ 84,943 8.91% 2838.141 24.0%  =2%47.676 =25.0%

» Banking regulations also limit the amount of dividends that may be paid without prior approval of
the bank’s regulatory agency. Retained earnings against which dividends may be paid without prier
approval of the federal banking regulators amounted to $25,599,000 at December 31, 2006, subject
to the minimum capital ratic requirements noted above.

16. Disclosures About Fair Value of Financial Instruments:

> Statement of Financial Accounting Standards No. 107 Disclosures about Fair Value of Financial
Instruments, (SFAS 107) requires annual disclosure of estimated fair value of on-and off-balance
sheet financial instruments.

> The following methods and assumptions were used to estimate the fair value of each class of finan-
cial instruments for which it is practicable to estimate that value:

Cash and short term investments:
> Cash and short term investments inclede cash on hand, amounts due from banks, and federal funds
sold. For these short term instruments, the carrying amount is a reasonable estimate of fair value.

Interest bearing halances with financial institutions:
> The fair value of these financial instruments is estimated using rates currently available for invest-
ments of similar maturities.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS conTinueD

17. Condensed Financial Information — Parent Company Only: Non-cash investing and financing activities:
> Condensed parent company only financial information is as follows (in thousands): > In 1999, the company adopted a dividend reinvestment plan. Shares of stock issued in 2006, 2005
and 2004 were 123,518 shares, 100,740 shares and 115,772 shares, respectively, in lieu of paying
Condensed Balance Sheet December 31, 2006 2005 cash dividends of $3,323,000 in 2006, $2,626,000 in 2005 and $2.060.000 in 2004,
Assets:
Cash 3 694 3 187 18. Selected Quarterly Financial Data (Unaudited):
Investment in Statutory Trust 310 0 > In thousands, except per share amounts
Investment in Subsidiary {equity method) 106,203 84,231 i
Total Assets 107,207 5 84.418 Quarter Ending
Liabilities and Stockholders’ Equity: March 31, June 30, September 30, December 31,
Junior Subordinated Debentures $ 10310 $ 0 2006 .
Other liabilities 35 0 Interest income § 15.363 £ 16,518 $ 17.504 $ 19,283
Stockholders’ equity 96.862 84.418 ::2.5& expense 7,074 7.869 8,545 9,698
Total Liabilities and Stockholders' Equity §_107.207 § 84418 Net interest income 8,289 8.649 8.959 9.585
Provision for credit losses 27¢ 270 270 1,270
Condensed Statement of Income for the years ending December 31, 2006, 2005 and 2004 Other income 1,127 1,104 1,253 1413
Other expenses 4,929 5,008 4,981 5.855
2006 2005 2004 Provision for income taxes 1.023 1,122 1,250 622
Income: Net income § 3194 $ 3,353 § 3711 $  3.251
Dividends from Subsidiary $ 2,400 ) 1,050 £ 1,025 Earnings per share:
Equity in Undistributed Income of Subsidiary =~ 11,207 10,196 8,270 Basic £0.26 £0.27 $0.30 $0.27
Total Income $ 13,607 5 11,246 5 9.295 Diluted $0.25 £0.27 $0.29 $0.26
Expenses 98 21 32
Net Income $ 13,509 5 11.225 § 9.263 2005
Interest income $ 11.763 $ 12,702 § 13,934 $ 14.908
Condensed Statement of Cash Flows for the years ending December 31, 2006, 2005 and 2004 Interest expense 4725 5,235 5,926 6.471
Net interest income 7,038 7.467 8,008 8,437
- = 2006 2005 2004 Provision for credit losses 240 240 390 990
nmmr. Flows from Operating Activities: Other income 1.036 912 962 994
”Mﬂ”““”m to reconcile net income § 13.509 § 11225 $ 9263 Other expenses 4,523 4,611 4,719 5.090
J . . e Provision for income taxes 705 748 825 548
to net n.mmj EoSw&.vw cvm._.mc:m activities: Net income §  2.606 s 2780 $  3.0%6 s 2.803
Equity E.:.:Eﬂd_u:ﬁma income Earnings per share:
_nmwom.mﬁwm._m_wmwm.. liabilities N ._.MWMU :o.._m% Am.wumv mm.wmn S 0.22 3 0.23 5 0.25 3 0.23
Net Cash Provided by Operating Activities § 2,337 $ 1,029 $ 993 Diluted 5 0.1 50322 3 0.24 3 0.23
Cash Flows from Investing Activities:
Investment in capital of subsidiary $ (10,000 % 0 5 0
Investment in statutory trust (310 0 0
Net Cash Used in Investing Activities $ (10,310) 3 0 $ 0
Cash Flows from Financing Activities:
Increase in borrowed funds $ 10,310 $ Q 3 0
Cash dividends (5.776) (4,513} (3,885)
Proceeds from issuance of common stock
net of stock issuance costs 3,952 3,290 3,030
Cash paid in lieu of fractional shares {6) 0 0
Net Cash Used in Financing Activities 3 8.480 5 (1.223) 3 (855)
Increase {Decrease} in Cash 3 507 3 (194) % 138
Cash at Beginning of Year 187 381 243
Cash at End of Year 3 694 3 187 3 381
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MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Tel. (570) 346-7667

FIRST NATIONAL M e com
QQEEQZNNJM\ w\ﬁzqgamw NZQ. E-mail fncb@fncb.com

and Subsidiary, FIRST NATIONAL COMMUNITY BANK

MANAGEMENT'S REPORT ON INTERNAL CONTROL GVER FINANCIAL REPORTING

The management of First National Community Bancorp, Inc. (the “Company™) is responsible for (1) the preparation of the accompanying financial statements:
(2) establishing and maintaining internal controls over financial reporting; and (3) the assessment of the effectiveness of internal control over financial reporting.
The Securities and Exchange Commission defines effective internal control over financial reporting as a process designed under the supervision of the company’s
principal executive officer and principal financial officer, and implemented in conjunction with management and other persennel, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements in accordance with generally accepted accounting principles.

The company’s intemnal control over financial reporting is supported by written policies and procedures. All internal contrel systems, no matter how well designed,
have inherent limitations and provide only reasonable assurance that the objectives of the control system are met. Therefore, no evaluation of controls can provide
absolute assurance that all control issues and misstatements due to error or fraud, if any. within the company have been detected. Additionally, any system of con-
trols is subject to the risk that controls may become inadequate due to changes in conditions or that compliance with policies or procedures may deteriorate.

As of December 31, 2006, management of the company conducted an assessment of the effectiveness of the company’s internal control over financial reporting
based on criteria established in Intermal Controf — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COSQ). Based on this assessment, management has concluded that the company's internal control over financial reporting was effective as of December 31,
2006.

Management’s assessment of the effectiveness of the company’s internal control over financial reporting as of December 31. 2006, has been audited by Demetrius
and Company, L.L.C., the independent registered public accounting firm that audited the company’s financial statemenis for the period covered. A copy of the
Demetrius and Company, L.L.C. report is included in this annual report.

@?\NP Frobad L b, Sao.

J. David Lombardi William S. Lance
President and Chief Exccutive Officer Principal Financial Officer
Member
102 East Drinker Street FDIC Dunmare, PA 18512-2491
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INVESTOR INFORMATION

MARKET PRICES OF STOCK AND DIVIDENDS PAID

> The company's commeon stock is not actively traded. The principal market area for the company's
stock is northeastern Pennsylvania, although shares are held by residents of other states across the
country, First National Community Bancorp, Inc. is listed in the Over-The-Counter (OTC) Bulletin
Board Stocks under the symbol “FNCB". Quarterly market highs and lows and dividends paid for
each of the past two years are presented below. These prices represent actual transactions. The
company expects that comparable cash dividends will be paid in the future,

MARKET PRICE DIVIDENDS PAID

HIGH Low PER SHARE
QUARTER 2006
First £27.75 $23.64 $ .11
Second 30.20 27.05 11
Third 29.50 27.90 12
Fourth 30.00 27.65 14
5048
QUARTER 2005
First $ 31.82 $22.73 $ .08
Second 28.80 23.41 .08
Third 26.82 23.55 .09
Fourth 25.00 23.45 12
$£0.37

*Share and per share information includes the retroactive effect of the 10% stock dividend paid
March 31, 2006.

MARKET MAKERS
> The following firms are known to make a market in the company's stock:

MONROE SECURITIES
47 State Street
Rochester, NY 14614
(716) 546-5560

RBC DAIN RAUSCHER

1211 Avenue of the Americas
32nd Floor

New York, NY 10036

(B66} 835-1422

RYAN, BECK AND CO.

220 South Orange Avenue
Livingston, N] 07039
(973) 597-6000

52 FIRST NATIONAL COMMUNITY BANCORP, EINC. AND SUBSIDIARIES

TRANSFER AGENT

Registrar and Transfer Company
10 Commerce Drive

Cranford, N] 07016-9982

> Shareholder questions regarding stock ownership should be directed to the Investor Relations
Department at Registrar and Transfer Company at 1-800-368-5948.

DIVIDEND CALENDAR

» Dividends on the company's common stock, if approved by the Board of Directors, are customari-
ly paid on or about March 15, June 15, September 15 and December 15. Record dates for dividends
are customarily on or about March 1, June 1, September 1, and December 1.

SHAREROLDERS" INQUIRIES

> A copy of the company's Annual Report for the year ended December 31, 2006 on Form 10-K, as
required to be filed with the Securities and Exchange Commission, may be obtained free of charge
by writing to:

Treasurer

First National Community Bancorp, Inc.
102 East Drinker Street

Dunmore, PA 18512

> General market information may also be obtained from INVEST representatives at
(570) 348-4921.

INTERNET ADDRESS
www . fnch.com

E-MAIL ADDRESS
fncb@fncb.com
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> First National Community Bancorp, Inc.
102 East Drinker Street, Dunmore, PA 18512 / fncb.com
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